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SENATE FINANCE & CLAIMS

Exhibit NoSB 199 - Snonsor's Testimonv (Sen. Joe Balyeat)

SB 199 is my cleanup bill for the Department of Revenue. I believe there ar
overcharging or otherwise making it needlessly difficult for MT taxpayers.
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I've known of some of these issues for several years in my CPA practice, and finally decided to do
something about it in the 2007 session.My 2007 billpassed the Senate 50-0, was vetoed by the Governor. My
2009 bill again passed the Senate 50-0, and was stalled in House tax committee on a tie vote. When the press
called me after the veto, I pointed out he had 5 factual enors in his veto letter... those erors revolved around
his misunderstanding that the billed applied to late filing penalties, when it in fact only deals with late payment
penalties. So I want everyone to be clear -- this bill has nothing to do with late filer penalties where people
don't file or late file after their extended due date. This bill only applies to late payment penalties -- where
someone has filed a proper extension, files their tax return on time, and yet still faces late pay penalties and
interest sometimes at rates more than three times as high as the IRS charges under similar circumstances.

I had my revelation about the egregious level of these charges manyyears ago - I filed a proper extension on
some tax returns in April; completed the returns before the October l5tn extended due date, and sent the returns
in together with the additional tax owing. I later received bills for interest and penalties; I did the calculations
and determined that the total annualized charges amounted to roughly 33 to 34%per annum. I've spoken with
numerous other CPAos whoove seen similar exorbitant charges. Which is why the MT Society of CPA's will be
here as a proponent today.
So here's what the bill does:

1) It reduces overly high MT late charges and conforms them with federal IRS rates for late payment.
2) It codifies the tax benefit rule as it relates to federal tax refunds, so that there is no more ambiguity ---

Your federal tax refund is only subject to MT tax if it reduced MT taxes in the prior year. I recognize
DOR has already backed away from earlier insistence on this issue, but I think it's preferable to have it
right in statute rather than rule, so that no future DOR director could reverse that ruling again.

3) It eliminates an archaic rule allowing the DOR to charge the federal rate, or 8olo, whichever is higher. I
submit that if we have the technology to compute the federal rate for purposes of charging more than
8olo, we can certainly also do that same computation for less thanSo/o; and everyone agrees it's
preferable that we conform our rules as much as possible to follow federal law. I'll get back to this when
I talk about the fiscal note.

4) It eliminates the DOR's ability to charge you a full month's interest when you're only one day or one
week into the next month. And this is one issue which I've considered particularly egregious. Montana
voters just passed an initiative to clamp down on payday loan companies, mandating them to charge a
maximum interest of 36%o. But I've done calculations to show that DOR's interest rate can run as high
as 432Yo if you're only I day into the next month, because of the Neanderthal practice of charging you a
full month's interest for any portion of a month.

5) It clarifies a safe harbor rule for estimated tax payments, that you're not subject to an estimated tax
underpayment penalty if you made substantially equal payments satisffing the estimated tax
requirements.

6) It also simplifies the process for penalty abatement when taxes are paid in full with the return. There are
some instances where the DOR is penalizing people even when the taxes are paid in full. If the taxpayer
writes back in 30 days begging forgiveness and paying the penalty, DOR then abates the penalty, sends
a 3'd letter back to the taxpayei, and reissues u ni* chick.in nAing the exact same amourt back to the
taxpayer. The amendment just says, if all that's owing is abatable penalty, let's just dispense with the
three letters and two checks going back and forth, and just abate the penalty up front.

The MT Society of CPA's will testi$ in favor of this bill ioday.
I want to clarify one area of confusion. SBl99 has nothing to do with late fiJWpenalties. Montana's late

filing penalties are substantial, and they're not modified one iota by SBl99. SBl99 only applies to late payment
penalties which are assessed against Montanans even if they've filed extensions and file their return (with
payment in full) by the extended due date. I want to make sure everybody is clear on that issue.
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MT's income tax system is one of voluntary compliance. I received a letter from a former IRS Treasury

agent supporting SBl99. I'd like to read a couple excerpts from that letter:

Unlike late filing penalties, "Late Bey@l penalties and interest are assessed against honest Montanans who file

their returns on or before the extended due date, and even pay all their tax due by that date. Without passage of 58199'
honest Montana taxpayers are being assessed/ate pay penariies as much as 3 fimes as high asthe IRS charges.

During my Treasury career, I found that some honest taxpayers get unfortunately caught up in single-year tax
situationi wliicn cause them to "slide out' of our voluntary incohe tax reporting system. This often happens when they
make every effort to comply with the law, yet then find th6mselves nonetheless assessed enormous penalties and interest

charges whicn seem just'completety unluit. At the federal level. in deoth study has been devoted to dev,eloDing a PenaltY
and interest structurswhich piovides sufficient incentivi for taxpayers to oay their taxes on a timely basiQ. Vet such
penalty and interest chargeJaien;iiel so hioh io is to present a destructive barrier for taxpayers who wish to catch uD on

late tax oavments.
SB199 addresies this important issue where Montana taxpayers are being overcharged. Even traxpayers who have

filed proper extensions find themselves being charged exorbiiani penal$ and interest rates which can be as high as 30+7o
per annum. SB199 sets the DOR's interest and penaltv provisions to exactly match the interest and penaltY.rates charged
by the lRS. The fact that SB199 shows a fiscal note is only proof that Montana has been grossly over-charging its own
citizens.

But from my substantial experience with federal income tax compliance, I ask you to consider this point. lf yqH dgn't
pass SB199. it s quite oossible that vou will actually cost the strate tr6asury enormous sums of moneY far eXceeding,thQ

iiscalnoteontniioliiJvoluntarycomp|iance,provisionswhicharegrosslyandunfair|y
onerous, lead othenaise honesicitizens to ;slide out" of the system. As a former investigator of chronic non-filers, I can
assure you that the cash flow lost from multi-year non-filers makes the annual cost of this bill miniscule in comparisgl I
urge tegislators to set politics aside and vote ior passage of this bill. S8514 passed [the Senate] unanimously, and SP199_

ha! extensive bi-partisan co-sponsorship. lt is heavily Jupported by the Montana Society of CPA's. Why? Because this bill

has great merit with respect to tax-fairness. Moreovei, as i've demonstrated, the cost of not passing this bill may even be

higher than the cost of passing it."

With that, I'll distribute a written copy of my comments for the record, listen to proponents and

opponents if any; answer questions, and reserve the right to close.

Closing -- When I first went into practice, the IRS was viewed as the bad guys, and DOR as taxpayer friendly.
Unfortunately, over the years there's been a complete role reversal. Now the DOR is viewed as the bad guys,

and I think it's potentially undermining our voluntary compliance system. I'd like to just read a few excerpts

from a letter I received recently <read>

Why do we need this bill? First, fairness to our own taxpayers. Why do we need to charge Montana's
hardworking citizens rates 3 times as high as what the IRS charges? Secondly, MT's income tax system is one

of voluntary compliance. In such a voluntary compliance system, I think it's important that the collection
agency have a good rapport with the tar<payers, and I think SBl99 will go a long ways towards that end. Thank
you for a good hearing.
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Fiscal Note 2011 Biennium
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Significant Local Gov Inpact

Inchded intlre Ercctnive Budget

Needs to be inchded in HB 2

S ignifi cant Long- Term Inpacts

Techrical Concens

Dedicated Revenue Form Attached

FISCAL SUMMARY

Expenditures:
General Fund

Revenue:
General Fund
State Special Revenue

Net Impact-General Fund

FY 2010
Difference

$0

($577,000)

$0
Balance ($577,000)

F.v 2011

Difference

$0

($454,000)
($87,ooo)
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vY 2012
Difference

$0

($523,000)
($175,000)
($523,000)

FY 2013

Difference

$0

($785,000)
($262,000)
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Descrintion of liscal imoact:
This bill has two provisions with fiscal impact:

o It reduces late payment penalties, beginning in FY 2010. The reduetion in revenue will phase in over
about three yoars, eventually being about $l million per year, with about 75o/o of the reduction
affecting the general fund and 25Yo affecting a variety of state special revenue funds.

o [t removes the floor on the interest rate on late income tax payments, beginning FY 2010; the revenue
reduction will vary from $0 to about $0.5 million per year depending on interest rates.

FISCAL ANALYSIS
Assumptions:
Late Payment Penalties
1. Under current law, late payment penalties for taxes other than individual income tax, telecommunications

tax, accommodations tax and rental car tax are calculated as 1.2%o times the number of months the
payment is late, up to a maximum of l2Yo. This bill would change the penalty to 0.5o/o per month with a
maximum of l2Yo.

2. Under current law, a month's late payment penalty is assessed for a full month or fraction of a month that
payment is late. This bill would require that late payment penalty accrue daily.
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